Since the early 1970s, the box-office market shares of Italian films in Italy have greatly diminished, while the shares of American films have comparably increased. Italian films have also lost a once significant market share to American films in the United States. Using an economic model of international trade in media products, we argue that one reason for the better performance of the U.S. film industry is that the U.S. has been relatively more successful in growing its commercially supported domestic media for exhibiting films, especially the video media of pay television and videocassettes, than has Italy. This faster domestic media development has apparently provided American producers with the economic support base for greater increases in commercial film production investment levels than Italian producers could sustain, leading in turn to relatively more plentiful and more appealing American film products.
I. Introduction
Many Americans fondly remember a time in the 1960s and 1970s when a steady stream of remarkable Italian films came to theaters in the United States. Their directorsMichaelangelo Antonioni, Federico Fellini, and Luchino Visconti among the m-and their stars-Anouk Aimee, Sophia Loren, Marcello Mastroanni, Monica Vitti and othersachieved cultural prominence in the United States. Italian movies have never made a big dent in the American box-office. But their conspicuous presence in America at that time is indicative of a competitive balance between the Italian and American feature film industries-especially within Italy itself-that was far more favorable to Italian products than that which prevails today.
At their peak in the early 1970s, Italian movies consistently earned a majority of box-office receipts in Italy, while American movies accounted for less than a third of receipts. Today, this balance has more than reversed. By the early 1990s, the Italian boxoffice market share of domestically produced movies had diminished to a quarter or less, while American-made films had come to account for two-thirds or more of the Italian market. One after another of the massively financed American blockbusters-Pocahontas, Jurassic Park, and The Titanic-now seem to wash like great waves over the Italian border.
In the United States, a new generation of Italian-made films are now imported, often with acclaim from American critics. A few, notably Il Postino (1995) , have achieved a measure of financial success at American theaters and video stores.
1 Overall, though, the same economic trend of diminishing fortunes for Italian films and rising fortunes for American 1 . Il Postino was nominated for an Academy Award for Best Picture in 1996, and earned $20.7 million at the U. S. boxoffice. The Internet Movie Database (IMDB), February 17, 2000. films has occurred in the United States, only on a smaller scale. From a few percent of the US box-office in the 1960s, the market share of tickets sold for Italian films descended to nearly zero in the mid-1990s.
Since 1995, the Italian film industry has shown signs of resurgence. Total cinema admissions and video media spending have also risen briskly. Apart from a recent dip, the domestic share of the Italian box-office has risen significantly. The exhilarating success of the 1998 film, Life is Beautiful (La Vita e bella), in Italy but especially in the United States, has fueled the fire on its own. By the end of 1999, this film had earned approximately $57 million at the US box-office, among the highest receipts of any foreign film in US history.
Life is Beautiful accounted for about 0.5% of the American box-office in 1999 on its own, with much more to come from video and other media. The Italian film industry is dying. The success of a few titles and some generally positive statistical data must not delude us into deceiving ourselves. In its legislative, financial, and administrative structures, Italian film is collapsing (p. 30). 3 The relentless assault on Italian films from American blockbusters is not, of course, an isolated phenomenon. Since at least World War I, American products have dominated world trade in film. The market performance of American films has improved throughout Europe and most of the world since the 1970s, while the domestic film industries in those countries have declined (European Commission, 1994, p. 17; European Audiovisual 2 . IMDB, February 17, 2000. 3 . Lucisano's remarks were quoted before Life is Beautiful won its Academy Awards in the US, which usually provide a major boost to a film's receipts. Observatory (EAO), 1998) . Similarly, the American market has become even less receptive to foreign films as a whole than at any time since at least World War II.
Researchers have identified a similar, though generally less pronounced pattern of historical and apparently growing American dominance of other media products. These include television drama (Nordenstreng & Varis, 1974; Varis, 1985; Lange & Renaud, 1985; EAO, 1998; Seagrave, 1998) and news (Chang, Shoemaker, & Brendlinger, 1987; Gerbner & Marvanyi, 1977; Smith, 1981) . Though some point out the rise of new centers of media entertainment production such as Hong Kong, Brazil and Mexico (Dziadul, 1993; Mills, 1985; Renaud & Dziadul, 1992; Straubhaar, 1991; Varis, 1988) , the US remains most prominent among the handful of countries or "cultural metropoles" (McNeely & Soysal, 1989, p. 139 ) that produce most of the world's media content.
Dominance of the US in cultural production is a longstanding concern of communication scholars. As portrayed by authors among these who subscribe to the "media imperialism" or "cultural imperialism" school of thought (e.g., Fejes 1981; McPhail, 1981; Mattelart, 1979) cultural expression is the process by which we symbolically construct social and national identities. By losing control over the production of media content, societies not only lose their ability for self-definition but also the potential to influence the terms and conditions under which they interact politically and economically with the rest of the world (Steiner, 1989; Schlesinger, 1991) . The predominantly one-way flow of information and entertainment from the US to the rest of the world thus helps perpetuate the inequitable distribution of global power and resources.
Within this broad context, our purpose in this paper is modest. We attempt to explain reasons for the increasing competitive imbalance between American films and those produced by one of its many trading partners, Italy. As a framework for this analysis, we employ an economic model of trade in media products. This model focuses on the role that commercially driven investments in film production have in making movies more attractive to audiences.
In brief summary, our main hypothesis is that the US has been relatively more successful than Italy because the US has more rapidly grown its domestic media for exhibiting films, especially the video media of pay television and videocassettes, than has
Italy. This faster media development has provided American producers with the economic support for relatively much greater increases in commercial film production investment levels than Italian producers could sustain. In turn, those higher US investment levels have attracted proportionately greater audiences for American movies, both in Italy and the US.
The Italian film industry, meanwhile, has taken a quite different path, relying heavily upon broadcast television, a medium that is relatively inefficient in its ability to support theatrical film investment. A second reason for the greater American success is that American producers have had the advantage of greatly expanded markets for their films worldwidedue at least in part to recent privatization and liberalization of television and other video media in many countries. These increased foreign revenues have fueled US film investment levels, and thus the market attractiveness of American films, even further. Italian producers, however, have apparently benefited little from the expanding world market for films.
Our economic model offers a simplistic explanation of a very complex phenomenon.
A variety of social, cultural, and political factors have undoubtedly been important to the great changes in Italian and American film competitiveness. In fact, our own cultural limitations as authors have confined us to English language sources, and we make no claim to a profound understanding of Italy. Our assertion is that the economic model yields important insights into these changes and provides a useful framework for considering whether Mr. Lucisano's discouraging remarks about the Italian industry will prevail in the future. In fact, our analysis suggests a relatively optimistic vision for the Italian film industry.
In important respects, our study parallels that which could be made of the growing competitive imbalance between American and other indigenous film industries more broadly. On the other hand, a relatively detailed focus on one of America's trading partners, Italy, such as we undertake in this paper, may offer a richer explanation that can be then applied to European or other countries more generally. Italy is an especia lly interesting case, because although the Italian film industry still preserves a more respectable share of its domestic box-office than does any country in Europe except France, its fall from glory has perhaps been greatest. During much of the 1960s and 1970s, Italy's domestic box-office share was the highest in all of Europe.
We continue in Section II with a brief overview of the abundant literature on causes for American dominance of international trade in media products. Section III contains a statistical description of the history of Italian and American film competitiveness. In Section IV, we introduce the economic model underlying our analysis. We follow with statistical evidence in Sections V and VI that suggests why the US tends to dominate film t rade between the US and Italy, and why that competitive advantage has shifted even more strongly toward the US since the 1970s. We conclude in Section VII with a summary and implications that the economic model has for future competitiveness of the American and Italian film industries. Schiller (1992) , an early proponent of the media imperialism hypothesis, argued that American dominance of international media distribution is the result of intentional actions by the US government and the media industry. Few contemporary scholars, however, appear to support Schiller's claim of a deliberate American conspiracy. Rather, they have advanced a wide variety of cultural, political, economic, and sociological factors that contribute to the United States' historical dominance of world trade in motion pictures (and also television fiction).
II. Reasons for American Dominance of Film Trade
Prominent among the explanations set forth have been the United States' competitive advantage in having a large and wealthy home market, and the worldwide prevalence of the English language (Pool, 1979; Wildman & Siwek, 1988; Hoskins, Mirus & Rozeboom, 1988; Hoskins, McFayden, & Finn, 1997) . Others have identified the ubiquity of American advertising and consumer products, or a general fascination with America and American consumer products (Sorlin, 1991; Tracey, 1985; Tunstall, 1977) . Guback (1969) and Seagrave (1997 Seagrave ( , 1998 Among other factors cited have been the less market-oriented auteur tradition of filmmaking outside the US (especially in Europe), the insights into movie tastes of foreign audiences that America's "melting pot" origins have presumably conferred upon American producers, the migration of filmmaking talent to the more lucrative US market, and Hollywood's superior marketing and distribution. Most recently, some studies that are highly critical of inadequate or misdirected film industry protectionist or subsidization policies in Europe have also been published (Dale, 1997; Ilott, 1996; Finney, 1996) . Several insightful European Commission reports on the film industry have also appeared (e.g., 1994, 1998) . Both Screen Digest and experts at the European Audiovisual Observatory offer excellent commentary on the trends as well.
Concerning the overwhelming market performance of Hollywood's products within America itself, the above-cited authors and others (see especially Ogan, 1990 ) have identified several contributing factors: the cultural insularity of American audiences, the weakness of foreign film products, and the lack of effective distribution and exhibition networks not controlled by the Hollywood major studios--combined with attempts by the US firms to protect the market for their own films.
For the most part, the reasons set out above have been advanced to explain why the United States should dominate film or media product trade as a general matter, rather than to account for the upward trend in that control, per se. One can speculate that gaps between the US and Italy, for example, may be widening in terms of marketing and distribution practices, due to increasing migration of talent to the US, or due to increasingly misdirected national film policies. More broadly, the American industry may have been able to expand the technology gap in film production and distribution by building upon its initial advantage.
A plausible demand factor may be a greater receptivity to American cultural values in Italy.
Throughout western Europe, there has been a generational shift in the movie-going population (who are primarily under 25 years of age) toward people who are more fluent in English, are more likely to have traveled to the US, and who are less steeped in their national or ethnic traditions. 4 Apart from an implicit assumption that the identified factors must have become more significant over time, however, or that the world market has simply been progressing toward a new equilibrium, little analysis has been specifically directed at the steady increase in American dominance since the 1970s.
Building on the observation that the United States has the competitive advantage of a large and wealthy home market, Wildman and Siwek (1988) , Waterman (1988) , and Hoskins, Mirus and Rozeboom (1988) have developed formal economic models that can explain why such countries, notably the United States, tend to dominate media product exports. Empirical investigations using these models have been relatively few, and all have been based on relatively small cross country, rather than time series, samples. Waterman and Rogers (1994) and Dupagne and Waterman (1998) report cross country results for television program trade, and Jayakar and Waterman (in press) for cross country film trade, that are consistent with the basic economic model.
III. The Statistical Record of Italian and American Film Industry Competitiveness
Figures 1 and 2 show annual box-office market share by country of origin that we assembled for Italy and the United States from 1950 to 1997. These data are not ideal, but they appear to indicate the overall trends with reasonable accuracy.
Three main points are evident from Figure 1 , which shows box-office revenue shares within Italy.
5 First, American films have been very popular in Italy throughout this period. It is evident from anecdotal data, in fact, that a strong American presence has prevailed in the Italian film market since at least World War I (Guback, 1969; Thompson, 1995 , Seagrave, 1997 . The second point is that there have been two distinct post-World War II periods.
From about 1950 until the early 1970s, the relative competitiveness of Italian films in Italy rose steadily. After this time, Italian competitiveness steadily fell, until at least the mid1990s, when an upturn in the fortunes of Italian films at the box-office may be in the making. The third point is that competitiveness of American films in Italy has changed over time in a virtual mirror image to that of Italian films. As the low-lying third trend line in Figure 1 (the non-Italian, non-American market share) shows, the Italian market for theatrical features has essentially been a two-country duel throughout.
Figure 2 documents the far smaller market shares of foreign films, including those from Italy, that have prevailed in the US market-especially so in recent years. 6 In the late the nationality of their production company and the agents of production. The Italian market share data, however, appear to include box-office revenues from both majority and minority Italian co-productions, some with the United States. Minority co-productions generally attract relatively small audiences and are unlikely to affect the data substantially, but the 1960s and 1970s were a time of relatively prevalent coproduction activity in general, including co-production with the US. Thus, the downward trend in the Italian national market share may be overstated to that extent. It is unlikely, however, that this bias is very large. Most American co-production activity in the 1960s and 1970s appeared to involve investment in Italian films primarily intended for the Italian market, although American production and marketing expertise were undoubtedly applied with an eye to their American release potential. It appears that in only a few cases, notably the 'spaghetti westerns,' such as A Fistful of Dollars, were these co-productions essentially American films made for the American market. The 1950-64 segment of the series reported in Figure 1 are calculated from revenue data reported in Guback (1969, pp. 53) , which are cited to ANICA as the original source, while the 1965-1987 segment from Thiermeyer (1994 , Table 6 ) is cited to SIAE. These and other available Italian box-office market share data (e.g., Seagrave, 1997; Sorlin, 1996) vary from source to source in overlapping years, but the differences are generally minor and the time trends are consistent.
See EAO (1995, p. 81 ) for a detailed discussion of European box-office market share data. Other data indicating the balance of trade between Italy and the United States in the audiovisual sector are generally unavailable or not usefully defined with respect to national origin of the actual products. Italian sale videos were US productions, the other a British film (Screen Digest, 1997; p. 24) . On television too, dominance of American films is evident: 63% of all f eature films broadcast on the three RAI channels in 1994 were of American origin. For the private channels, the American film percentages were for Canale 5: 62%; Italia 1: 55% and Rete 4: 52% (EAO, 1998, Table 4 .23).
IV. The Economic Model
A beginning premise of the economic model we employ in this paper is that producers of movies in a given country make production investment decisions based on the total potential market of their products, which consist of both the country's domestic market and foreign markets.
7 A key assumption of the model, however, is that producers confront a 7 . The economic model described below is based on Wildman and Siwek (1988) , Waterman (1988) , and Hoskins, Mirus and Rozeboom (1988) . See Jayakar and Waterman (in press) for a more formal description of the model, based primarily on Wildman and Siwek's (1988) version. The former paper contains a discussion of the model's relationship to the general economic literature on international trade, including more detailed citations. See also Hoskins, MacFayden, and Finn (1997) .
"cultural discount" when attempting to market their films in foreign markets. The cultural discount assumption essentially means that, other things equal (notably the level of production investment), movies that are domestically produced, using native actors and actresses and other agents of production, are preferred by that country's audiences over movies having foreign origins. The implication of the cultural discount assumption is that film producers in countries having relatively high volumes of domestic consumer movie spending (which in general will be relatively large and wealthy countries, notably the United States) have larger potential markets than producers in countries with relatively low volumes of domestic movie spending. In a two country world, for example, producers in the high spending country have a full slice of a large market and a partial slice of a smaller market, while those in the low spending country have a full slice of a smaller market and a partial slice of a larger market.
Another key assumption of this model is that, other things equal (notably the product's country of origin), movies in which greater production resources are investedthat is, movies wit h bigger production budgets-will in general be more attractive to audiences. Also, audiences will respond to larger movie investments made by the producers of a given country to the extent that this results in a larger variety of available movies.
A third key assumption of the model is that there are substantial economies of scale in distributing films to additional audiences. Once the "first copy" of a film is created, that is, the incremental cost of distributing it to consumers in additional theaters, on television, or via other media is relatively low.
The end result of this model is that to the extent film producers are responsive to economic incentives, the market shares of domestic films in relatively high movie spending countries will be relatively high, while those in low spending countries will be low. The basic logic behind this prediction is that due to the economies of scale in distributing films worldwide, a given producer's marginal productivity of spending another dollar on a movie's production rises with the size of that producer's potential market. Since a producer's domestic market is by assumption a disproportionately important part of that potential market, film producers in countries that have relatively large domestic markets have an incentive to make relatively high budget movies. Through market entry, higher product variety will also be offered by the producers in larger countries. In turn, it follows that domestic producers in such countries will tend to have relatively large domestic market shares of consumer spending on movies, and will tend to account for a disproportionate volume of the total world movie export trade.
Of course, the real world does not fit so neatly into such a model. For example, a variety of country-specific cost factors, such as the expense of dubbing and the redesign of marketing campaigns, undoubtedly mitigate economies of scale in movie distribution. Also, as we discuss further, the market process has been substantially distorted from that of a free market by government subsidies. In the post-World War II period, Italy has also maintained a variety of trade barriers to American film products, but these appear to have relatively little practical effect (Wildman & Siwek, 1988; Seagrave, 1997; MPAA, 1999) . Overall, however, the model offers a logically consistent framework, based on reasonably plausible assumptions.
In the section to follow, we consider descriptive data for a recent year that is relevant to the economic model.
IV. Contemporary comparisons
Comparative GDP, consumer movie spending, and related film industry data for Italy and the United States are shown in Table 1 for the year 1995. The US has an overwhelming advantage not only in GDP, but in the propensity of Americans to spend money on all three of the "primary," direct payment media which exhibit theatrical films: theater tickets, pay television subscriptions, and prerecorded videocassette rentals and sales.
The GDP of the US is about 7 times larger than that of Italy, but overall US spending on these movie media is about 22 times greater. Also shown are total revenues (combined advertising, license fees and other support) for the free broadcast television systems in Italy and the United States. Again, US expenditures are greater both in absolute volume and in per capita terms, but total revenue of the Italian broadcast television system is substantially closer to that of the US than for the three primary media. As we discuss later, Italian theatrical film producers are far more dependent on broadcast television for financial support than are American producers.
At the bottom of Table 1 are output measures for the theatrical film industry. As the economic model would predict, the US invests vastly more money in theatrical feature production than does Italy, and this investment difference is reflected both in the number of films produced and in the investment per film.
These output data and the relatively high market shares for domestic movies in the United States are thus consistent with the economic model. It is of much greater interest, however, to consider these data in historical perspective.
V. Comparisons over time

A. The role of domestic film markets
It follows from the economic model that one reason for the increase in the relative competitiveness of American movies since the 1970s may be that the home market advantage of the United States has increased since that time. That is, if domestic American consumer movie spending has increased at a more rapid rate than has Italian movie spending, then the commercial base to support American movie investments would have increased more rapidly than the base for support of Italian films, leading to relatively more attractive American movies, and more of them, leading finally to higher American market shares in both Italy and the US.
To test this hypothesis, we assembled data on total primary consumer movie spending-theater tickets, pay television subscriptions, and videocassette rental and retail sales-for the United States and the four largest European countries, including Italy, to correspond with the 1950-1997 market share data for Italy and the United States that we reported above. Movies produced in these five countries accounted for virtually all movie theater receipts in both Italy and the United States during this period.
The ratio of Italian to total five-country domestic primary movie spending is compared to the domestic market shares for Italian movies in Figure 3 . There is an evident correspondence: both the Italian share of movie spending and the Italian box-office market share increased from about 1950 until the early 1970s. Both ratios then declined until at least the mid-1990s.
A regression analysis confirms the statistical significance of this relationship. In (1) below, the box-office market share of Italian films in the domestic market is the dependent variable (DOMBOSHARE). The independent variable is the Italian share of the primary movie spending in the four largest European countries and the US (TOTALSPENDSHARE). Our expectation is that the coefficient of the spending variable would be significantly positive in the model, indicating that as the Italian share of total spending increases, so will the Italian box-office market share. The result thus indicates strong support for our hypothesis.
Consider now the market shares of US films in Italy. The relationship over time between the box-office share of American movies in Italy and the ratio of Italian to US primary consumer movie spending is shown in Figure 4 . 10 A basically mirror image relationship is apparent from this graph.
A negative statistical association between these two variables, labeled USBOSHARE and TOTALSPENDRATIO, is expected in this case. That is, the coefficient 8 . The Durbin-Watson statistic for the Ordinary Least Squares (OLS) regression was 0.4415. Since the critical lower limit (dL) of the statistic for n=45, k=1 is 1.288, significant positive autocorrelation was indicated. Therefore the regression was repeated using the maximum likelihood procedure with a correction for autocorrelation. It is the corrected result that is reported above.
9 . The R 2 value is a measure of fit for the structural part of the model after transforming for the autocorrelation (see SAS/ETS Users Guide, Version 6). The total R 2 , measuring how well the next value in the time series can be predicted using the structural part of the model and the past values of the residuals, was substantially higher at 0.8876. 10 . Unlike DOMBOSHARE, it would be inappropriate to relate changes in USBOSHARE to changes in TOTALSPENDSHARE, the Italian share of the primary movie spending in the four largest European countries and the US. This is because total spending in the non-Italian European countries figures in the denominator of TOTALSPENDSHARE. If this increases, TOTALSPENDSHARE would decrease, but so would USBOSHARE since US products compete with films from other European countries too in the Italian market. This may lead to a spurious positive correlation between USBOSHARE and TOTALSPENDSHARE. To eliminate this unwanted effect, an alternative independent variable is used for the regressions of USBOSHARE, as defined above: the ratio of Italian movie spending to US movie of the latter variable, when regressed on USBOSHARE, should be significant and negative. This result thus confirms that higher media spending in the US in comparison to spending in Italy is related to increased US film market shares in Italy.
It is useful to connect the broad trends in consumer movie spending we have identified to the development of individual media in the US and Italy. Consider first the period of rising Italian fortunes from 1950 until the early 1970s. As Figure 5 shows, cinema admissions fell rapidly in the US before leveling off in the early 1970s. Per capita cinema attendance increased in Italy during the early 1950s, however, and then declined at a slower rate, remaining above that of the US until about 1980.
Many factors influenced movie theater attendance over this long period in the US and Italy, but it is widely acknowledged that diffusion of broadcast television had a dramatic effect on theater attendance throughout the world. As Figure 6 reveals, television diffused much faster in the United States than in Italy, leading to an earlier fall in American theater attendance, and thus in US film distributor revenues.
In the context of the economic model, these data suggest that the post-World War II spending. 11 . As in the DOMBOSHARE models, OLS regressions had significant positive autocorrelation (Durbin-Watson= 0.2787, N=45, k=1). The coefficients were re-estimated using the maximum likelihood method. As before, the reported R 2 value is for the regression after transformation for autoregression. The total R 2 is 0.8804. Table 1 above. Americans have spent far more per capita than Italians on prerecorded cassette rentals and sales. One source of these differences is undoubtedly that video piracy in Italy is reported to be higher than in any other western European country (EAO, 1996, pp. 117) . Also, the available data show that while over 80% of pay TV content in the US is theatrical movies (Media Dynamics, 1997), sports events play a greater role on pay television in Italy.
After the early 1970s, Figure 5 above also shows that theater attendance continued to fall in Italy at least until mid-1995, while that of the US has actually increased, in spite of the prosperity of video media that compete with theaters for consumer attention.
In summary, these historical comparisons data suggest that one factor in t he increasing dominance of American films in Italy and the United States has been the relatively more rapid and sustained development of the primary American domestic media that support film production. To more fully understand Italian and American film industry competitiveness, however, we must also consider the dramatically different roles that broadcast television has played in theatrical film support.
B. The role of broadcast television
The comparative data in Table 2 show estimates of the relative contributions that four media-theater rentals, pay television license fees, wholesale videocassette transactions, and broadcast television license fees-made in 1995 to total gross distributor receipts from the exhibition of domestic theatrical films in the US and Italy.
12
These estimates are intended to indicate only payments to distributors from the sale of theatrical film exhibition rights at fair market value. The RAI also provides production investment funds for a number of the domestically produced theatrical films that it contracts to exhibit. To the extent that the RAI loses money on these investments, as is widely claimed, that portion of the investments essentially amounts to a state subsidy. The RAI is also said to subsidize Italian theatrical production by overpaying for the broadcast rights to them.
13
By any reasonable estimate, Italian film producers are far more dependent on Italian broadcast television as a market for feature films than American producers are dependent on 12 . The US data are from one of several industry analysts who track these statistics annually. For Italy, these estimates by the authors are indirectly derived. Theatrical distributor revenues from theaters, pay television, and videocassettes are estimated by applying average distributor markup percentages to published estimates of box-office, pay television, and videocassette final market revenues that are attributable to Italian nationally and internationally co-produced feature films in Italy. For broadcast television, the ratio of the RAI's total programming expenditures to its total revenues is multiplied by the percentage of total Italian television programming hours devoted to Italian national and co-produced films, and then applied to the total advertising and license fee revenues of all Italian television. 13 . See Ilott (1996) and Dale (1996) for a discussion of these points. US broadcasting. Theater exhibition appears to play roughly comparable domestic market roles in Italy and the United States, but the positions of free television and the pay video media are reversed. Free television pays a very minor role in US movie exhibition, but a dominant role in Italy, and vice versa for pay television and videocassettes. Figure 9 provides general historical perspective. Although the total size of the Italian television broadcasting industry is far smaller than that of the US, it steadily grew relative to that of the United States from the early 1970s until at least the early 1990s. Since Figure 4 showed the opposite trend in relative sizes of the direct payment film support media in Italy and the US, it is reasonable to conclude that the relative importance of broadcast television to film finance in Italy has increased over this period.
14 In the US, the opposite trend has occurred: the relative importance of television as a contribution to distributor revenues from theatrical features declined from approximately 19% in 1980 to the 7% indicated for 1995 in Table 2 .
15
It is difficult to determine the extent to which government subsidy of the theatrical film industry through broadcast television, or government policies promoting broadcast television more generally, may have pushed aside theaters, pay television, or prerecorded videocassettes as theatrical film media in Italy. Alternatively, both license fee-supported and private television broadcasting may have simply rescued film production from the dwindling support of those other media. In all likelihood, the cause and effect has worked both ways.
An economic reality which remains in either case is that "free" television is an 14 . See also Ilott (1996) .
economically inefficient means to support film production. Viewer license fees are clearly set in a very inelastic range, and advertisers are simply unwilling to pay more than a few cents per viewer for exposure to those audiences. From the distributor's perspective, broadcasting is a thus a low value medium, relegating it to the end of the typical release sequence for theatrical features, behind theaters, video, and pay TV, in both Italy and the United States. Even with subsidization added in, the economic potential of broadcast television as support for the theatrical film industry is very limited.
C. The role of foreign film markets
The Italian and American film industries do not, of course, compete in isolation. The
Italian market accounts for only about 5% of total exports of American theatrical film products, and the American market surely accounts for only a minority of revenues from the export of Italian films.
It is evident, in fact, that trends in film export revenues coming from other countries have accentuated the competitive advantage of American over Italian producers. Dur ing the past two decades, the total flow of revenue to US distributors from the export of American films has grown even faster than their revenues from the domestic market. In 1975, US distributor were reported to earn 38% of their total revenues for theatrical features from foreign markets, but that percentage had risen to 49% in 1995 (Londoner, 1981; Paul Kagan Associates, 1996) . For Italian films, the relative contribution of foreign markets is apparently much smaller and has declined at a faster rate than Italian domestic market shares. The box-office share of Italian films in most European markets, as well as in the US, has typically remained under 1% in the early 1990s (EAO, 1996; pp. 95-99) . The Italian share of the French box-office, among the largest European markets, ranged from 0.2 to that is substantially higher than the 53% estimate in Table 2. 0.9% between 1990 and 1994, declining from a range of 6.0% to 9.8% between 1970 and 1974. In another of the largest markets, Germany, Italian films earned between 0 and 0.3% of the box-office between 1990 and 1994, down from a range of 9.0% to 17.6% in 1970 17.6% in -74 (EAO, 1996 pp. 95-99; Thiermeyer, 1994; Tables 16,44) . The result of American foreign market growth has been a magnified feedback of commercial resources to support American film production, while Italian producers have apparently seen little if any increase in foreign resources.
The reasons for these broader worldwide trends are beyond the scope of this study.
Certainly one factor, however, has been the privatization and commercialization of broadcast and pay t elevision systems throughout most of the world, especially since the early 1980s. Essentially, these policy changes have led to a release of "pent up" demand for American television and film products, a demand that was formerly constrained by limited spectrum capacity and stricter constraints on the importation of American products. The short-term result, at least, has been a flood of American products onto television screens worldwide, leading to disproportionately small economic benefits to domestic film and television producers in those countries.
D. Italian and American film output
The combined effect of dramatically expanding domestic and foreign markets for American films since the 1970s has been a comparably dramatic increase in American movie investments. Figure 10 shows that the total number of MPA-member films produced and released in the US (which generally account for over 90% of total US box-office receipts) have increased since the mid-1970s, but not by much. Increases in the average production budgets of at least MPA features, however, have been very high. In 1975, the average cost of an MPA studio-produced movie was $3.1 billion, but by 1997, this average cost had risen to $52.3 billion (MPA, 1990 (MPA, , 1998 .
Certainly, these increased American film budgets reflect widely publicized cost inflation in the salaries of movie stars, directors, and other agents of production. But it is evident that these higher costs also reflect greater investments of real economic resources.
Between 1977 and 1992, the annual payroll of US firms engaged in "motion picture production, except for television" grew from approximately $316,000 to $2,006,000. (US Dept. of Commerce, 1977; 1992) . On an anecdotal level, it is obvious that the special effects of recent blockbuster films like Jurassic Park and The Titanic require a scale of production beyond any that was mounted two decades before.
As Figure 10 also shows, the number of Italian theatrical films released has substantially declined since the 1970s. According to available data, however, average production budget levels of Italian national films and co-productions have increased sharply since 1980 (the earliest date for which data were available). The average cost of an Italian national film in 1980 was reported to be $0.7 million, but the average budget had risen to $2.8 million in 1994, a four-fold increase (ANICA, 1995) . As box-office records suggest, these increased investments have apparently done little to bring the attractiveness of Italian films to a level competitive with the American blockbuster films.
VI. Conclusion
Using an economic model of international trade in media products, we have related the changing balance of competitiveness between the American and Italian film industries to shifts in the commercial resources that American and Italian producers have had available for film production investments. From 1950 until the early 1970s, the faster diffusion of broadcast television in the US decreased the production resources of American film producers relative to those of Italian producers by reducing theater admissions faster in the US But after this period, much faster diffusion of pay television and prerecorded videocassette media in the United States, along with actual increases in theater attendance, have steadily increased economic resources of American theatrical film producers relative to those of Italian producers. Our research finds that these long-term shifts in production resources, as measured by total consumer spending on theater tickets, pay television subscriptions, and videocassette rentals and sales, are closely correlated with trends in the box-office market shares of American and Italian films in both Italy and the United States.
The rising competitive advantage of American productions has undoubtedly been magnified in recent years by rapidly expanding markets for American movies worldwide, leading to even greater economic resources to finance the highly attractive, blockbuster films from Hollywood.
Cause and effect must be interpreted with care. In particular, the model assumes that consumer spending on movies is exogenous, the logical chain running from consumer spending to production investment decisions to market share results. However, the precipitous decline in consumer spending on theatrical movies in Italy from the 1970s to the mid-1990s may itself reflect a decline in the attractiveness of Italian films, and vice versa for American films. Of most importance, a complete understanding of trends in the competitiveness of Italian and American films requires a broader study that considers the rising dominance of American movies throughout most of the world. Do the relative trends in consumer spending on movies in other countries, for example, also parallel the trends in box-office market shares of domestically produced films in those countries?
A broader study must also consider explicitly the long-term effects of film production subsidies and other national film policies. Subsidies in particular affect a country's competitive position in film trade in two primary, opposing ways. On the positive side, they add to the overall level of production investment, which should improve a country's competitive position. On the other hand, they may weaken the incentives of producers to make films that are commercially attractive, thus reducing the country's competitive position. Although the Italian film industry is heavily subsidized, and those subsidies appear to have increased, we find no evidence in this study that subsidies or other
Italian government policies have stemmed the economic tide that derives from relative consumer spending in Italy and its main trading partner in movies, the United States.
It is an economic reality that over the long term, film investments that are reasonably responsive to marketplace forces must have a commercial support base of ticket buyers, pay television subscribers, and video renters and buyers to return those investments. It is also evident that a country's domestic support base is disproportionately important to maintaining a viable theatrical film industry. For whatever reasons, this domestic base of Italian film spending had by the mid-1990s fallen to a level far below that which could effectively compete with American film productions.
Turning to the future, the economic model implies that increases in any one country's domestic consumer spending on theatrical films will increase the potential market for film producers in all countries. If the assumption that domestic audiences prefer domestically produced films is true, then increases in film spending by Italian consumers will help Italian producers proportionately more than they will help American producers.
Certainly, this is a long term, perhaps very long-term phenomenon, but the rapid diffusion of digital broadband technologies throughout Europe and the nascent resurgence in Italian film spending are reason for optimism. 9 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 per capita (no.) Estimated sources of revenues to theatrical film distributors from domestic media Table 2 in Italy and the U.S., 1995
